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1/ 
KEY ECONOMIC INDICATORS: UK” —2- 


Exchange Rate as of December 31, 1975 2/ 3/ 4f 


£1.00 = $2.02 1973 1974 1975 Rate 
Produc- Expen- Change of 


Income tion diture (%$) Growth(%) 
Current Prices (billions of b) 


Gross National Product 64.2 73.9 92.8 25.6 24.0 
Personal Disposable Income $0.6 59.6 72.7 22.0 34.2 
Consuncrs Expenditure 45.1 $333 62.7 21.6 20;8 
Plant & Equip. Investment 4.7 S65 6.6 20.0 7.4 
Savings Ratio 6 10.9 13.6 13.9 - - 


1970 Prices (billions of bh) 
Gross Domestic Product 5 47.4 . 46.9 
Personal Disposable Income 40.3 : 41.1 
Consumer Expenditure 35.9 . 35.4 
Plant & Equip.Investment 3.7 3.6 


Industrial Production Index 110.3 ' 101.2 
(1970 = 100) 


Employment, Wages 


Unemployment Rate (%) 

Hourly Wage Rate Index 
(7/31/72 = 100) 

Earnings 152.6 
(January 1970 = 100) 

Unit Labor Costs (1970 = 100) 128.9 


Prices, Monéy 


Money Supply (Ml - Bil. of Lk) 9/ a2.7 13.4 

Money Supply (M3 - Bil. of b)10/ 29.9 55.5 

Retail Price Index 98.1 108.5 
(January 1974 = 100) 

Wholesale Price Index 11, 
(1970 = 100) 

Implicit GDP Deflator a2) 
(1970 = 100) 


132.9 152.0 


/ 123;2 152.0 
/ 


Balance of Payments, Trade 


Foreign Exchange Reserves 6.5 6.9 S. 
and Gold (billions of $) 

Trade Balance (millions of b) -2.332 -5,264 -3,200 

Exports (FOB, millions of b) 11,522 125,895 18,772 
U.S. share (%) 12.2 10.7 a2. 

Imports (FOB, millions of bh) 13,813 21,159 21,972 
U.S. share (%) 10.2 9.8 ue 

Main Imports from U.S.(mil. of b) 
Machinery (non-electrical) 361 508 $70 12.2 . 
Electrical Machinery 161 232 24S 3.6 8. 
Transport Equipment 108 117 108 - 7.7 -65. 
Cereals §& Cereal Preps. 102 168 95 -12.0 26. 


FOOTNOTES: 


Sources: "National Income and Expenditure in the Fourth Quarter and 
Year 1975,"CSO Press Release, April 5, 1976: Bank of England Quarterly 
Bulletin, March, 1976: Monthly Digest of Statistics, February 1976: 
Overseas Trade Statistics of the United Kingdom, March 1975S. 

Revised. 

Provisional -- Index numbers are average for March, 1975, as a whole. 


Fourth Quarter 1975 over Fourth Quarter 1974. 
Factor Incomes, seasonally adjusted. 


As a percentage of disposable income. 

Index represents average over first three quarters of 1975. 

Percentage change is over 12 months ending September, 1975 compared 

with previous 12 months. Rate of growth compares third quarter 1975 

with third quarter 1974. 

Ml is defined as notes and coins in public circulation plus demand 
deposits minus 60% of transactions in process of clearance. In 
May 1975 sight deposits were included. As a result, percentage 
changes are slightly higher than would otherwise have been the 
case. 

M3 is defined as Ml plus time deposits, deposits with discount houses, 
other currency accounts, and public sector deposits. 

Output index, i.e., manufactured products produced for the domestic 

market ex-factory. 

An official GDP deflator is not published in the UK. This is rough 

calculation using the ratio of nominal to real GDP (1970 prices for 

the latter). 





UNITED KINGDOM 


SUMMARY : 


Britain is gradually emerging from over a year of severe re- 
cession. Industrial output has stabilized at 1970 levels while 
fixed and inventory investment appear to have passed the trough 
of the cycle. Inflation eased with retail prices rising only 
7.1% in the six months through March 1976. Britain's trade and 
payments deficits continued to narrow. Nevertheless, sterling 
remained weak on foreign exchanges as international opinion on 
the British economy remained unconvinced by the improved confi- 
dence expressed by many sectors of British industry. 


The voluntary wage restraints introduced by the Government 
have been tightened and extended for another year. This should 


create a more stable environment for implementing the Government's 
new industrial strategy aimed at the structural problems plaguing 
Britain's industrial base. 


There is general agreement among private forecasters that the 
economy will experience a modest recovery during the remainder of 
1976 with the pace accelerating into 1977. At first, the main in- 
petus will come from exports and the rebuilding of inventories. 
However, the onset of a pronounced recovery in fixed investment is 
anticipated later this year. Consumer expenditure is expected to 
remain sluggish as a second year of wage restraint continues to 
make inroads into real disposable incomes. There are fears that 
the large planned budget deficit will prove incompatible with the 
stated goals of adequate financing for the expected revival in in- 
vestment demand and a rate of money supply growth no faster than 
that of money GDP. 


The economy is well positioned to take advantage of an improve- 
ment in overall world trade. The recent decline in sterling ensures 
the price competitiveness of UK exports. In assessing areas of op- 
portunity, potential U.S. suppliers should note that economic re- 
covery in the UK will be led by export sales and inventory rebuild- 
ing. As a result, market prospects will be brightest in producer 
goods, especially those contributing to improved cost performance. 
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A. CURRENT ECONOMIC SITUATION AND TRENDS 


Recession Bottoms Out - Inflation Eases 


Despite a return to positive growth during the fourth quarter of 1975, 
the gross domestic product still showed a fall of 1.6% in real terms for 
the year as a whole. Over the same span, industrial production declined by 
4.8% but stabilized at 1970 levels during the third quarter. By year end 
there were clear signs of recovery in the chemical sector and at the lighter 
end of industry. As output fell back, unemployment climbed rapidly reaching 
1.2 million (5%) in December, but the rate of increase slackened, a trend 
which continued into 1976. This easing can be attributed in part to a 
series of limited measures, introduced by the Government designed to in- 
duce employers to forego planned layoffs and bring forward planned invest- 
ment expenditure. The average rate of retail price inflation in 1975 was 
24.2%. This figure masks the very significant slowing that occurred after 
the August introduction of the highly successful voluntary wage restraint 
policy which limited pay increases to a flat b6 per week (about 11% of the 
average wage). The resulting alteration in expectations about future wage 
costs contributed to a virtual'halving of the rate of inflation in the six 
months after August compared with the previous six months. Despite a 29% 
increase in average money earnings in 1975, real income showed no growth at 
all. Consumers reacted cautiously to rising prices and the uncertain em- 
ployment picture. The volume of consumer expenditure fell slightly (0.5%) 
as individuals continued to save an unusually high proportion (13.9%) of 
their disposable incomes, 


The weakness in consumer demand was translated into large declines in 

both fixed and inventory investment. For the year as a whole, investment 

in manufacturing was 14% below its 1974 level. Inventories declined by about 
% of GDP in real terms and were largely responsible for the rapid rate of 
decline in output during the first half of the year. However, the inven- 
tory cycle showed evidence of turning during the fourth quarter. The out- 
look for investment in 1976 is considerably improved as firms begin to re- 
stock and dust off plans for new capital spending. Moreover, the marked 
improvement in corporate cash flow brought about by continuing tax relief 
on inventory profits and the inventory rundown has improved the ability of 
firms to finance new investment. Recent surveys of business intentions 
have confirmed the existence of a new confidence within the business 
community. 


Public expenditure was the main buoyant element in the economy during 
1975. However, in February 1976 the Government announced that it would be 
cutting back planned increases in public spending over the next five years 
with a view toward freeing resources for new investment and export. To that 
end, the Government's public expenditure plans are designed to create con- 
ditions in which manufacturing output can rise by an average 8.5% a year be- 
tween now and the end of the decade making possible annual increases in GDP 
averaging 5.5% over the same period. The volume of Government spending will 
rise by just over 1% over the next 12 months with no growth in real terms 
planned for the following three fiscal years. 


In his April 6, 1976 Budget message, the Chancellor made an unprece- 
dented offer to cut income tax by 1930 million if trade unions would ac- 
cept a second year of wage restraint based on a norm of 3%. (After 
a month of negotiations, a 5% norm was agreed,) The Budget 
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also contained increases in indirect taxes on alcohol, tobacco and fuel oil 
balanced by a halving (25 to 12.5%) of the value added tax on luxuries and 
cuts in income taxes affecting families with children and the elderly. The 
Government deficit is expected to increase by about hl.1 billion from the 
£10.8 billion registered in 1975/76. 


The New Industrial Strategy 


Recognizing the growing consensus that short run demand management can- 
not correct Britain's chronic economic difficulties, the Government, with the 
cooperation of industry and the trade unions, embarked in November 1975 on a 
new medium-term industrial strategy, Basic structural improvement in over 30 
industrial sectors is the goal of the strategy. The first phase, to be com- 
pleted by July, 1976 is aimed at collecting and analyzing data on each sector 
in order that particular problems of productivity, investment, management, in- 
dustrial relations, etc., may be more clearly defined. The results will pro- 
vide a foundation upon which the Government, industry and organized labor, 
can act in concert to adapt their individual plans and programs in order to 
speed the reinvigoration of British industry. The shift of emphasis toward 
investment and retraining programs in the current budget; the establishment 
of the National Enterprise Board as a Government-owned holding company aimed 
at spurring industrial reform; the evolution of planning agreements between 
Government and large industrial firms; the current efforts in the financial 
community to establish an equity bank to assist firms in raising new capital, 
are all signs of movement in an effort to halt the relative slide in British 
industry and to move it forward along the path toward increased international 
competitiveness. 


External Sector 


Recent developments in the external sector have been dominated by the 
sharp depreciation of sterling against the dollar and continental currencies. 
In the six months ending April 30, sterling fell from $2.07 to $1.84. At the 
same time, sterling's trade-weighted depreciation against the currencies of 
Britain's major trading partners widened from 29.2% to 37.0%. This erosion is 
largely the product of Britain's higher rate of inflation, narrower inter- 
national interest rate differentials and continuing uncertainty over Britain's 
ability to remain internationally competitive. This should not, however, de- 
tract from the marked narrowing of the current account deficit. In 1975 the 
trade deficit was reduced to b3,200 million from 15,264 million in 1974. This 
was caused in part by a narrowing in the deficit in oil and petroleum products 
trade from 13,423 to 63,114 million, but more importantly, the marked reduc- 
tion in the non-oil trade deficit. The h1,841 million non-oil trade deficit in 
1974 was reduced to b86 million during 1975. The surplus on invisible trade 
narrowed somewhat to 1,498 million during 1975 from b1,566 million in 1974. 
All this combined to produce a current account deficit of b1,702 million during 
1975 compared with b3,698 million during 1974. Most private forecasts indicate 
that sterling is likely to show some further deterioration since the rate of 
U.K. inflation, though expected to decline during 1976, will still be somewhat 
higher than those of its major trading partners. Recent surveys indicate that 
exports should maintain the improvement which began during the fourth quarter 
of 1975 well into 1976. Barring any major surge in import demand, this should 
bring about a continuing improvement in the current account. 





Prospects 


There is a general consensus in both official and private forecasts that 
1976 will be a year of modest growth (1.5 to 2.5%) in gross domestic product 
with somewhat more rapid expansion on the horizon for 1977, Initially, the 
impetus for this growth will come from exports, a return to inventory accumu- 
lation and, later in the year, an improvement in fixed investment. Consumer 
expenditure is expected to contribute little to the pattern of growth. Real 
incomes will continue to be squeezed by another year of incomes policy and 
continuing high levels of unemployment. As a result, despite an expected 
small reduction in the savings ratio, consumer expenditure is not likely to 
rise much above current levels. However, the tax cuts associated with the 
trade union's recent acceptance of a 5% wage norm for the year beginning this 
August will be received in a lump sum in August. This, together with the re- 
duction in value added tax on many consumer durables, should provide a boost 
for retail sales during the third and fourth quarters. The probability of fur- 
ther reductions in the rate of inflation should be muchenhanced if the second 
stage of incomes policy proves as successful as the first. While higher prices 
for imports, due to the sharp drop in sterling during March and April,make it 
unlikely that the target of a 10% rate of inflation by year end will be achieved, 
it looks increasingly as if inflation can be cut to single figures during the 
first half of 1977. This forecast depends heavily on the degree to which the 
% second stage wage norm is respected. There is also considerable uncertainty 
about the availability of sufficient resources to finance additional working 
capital and fixed investment as the recovery proceeds. The large budget def- 
icit planned for the current fiscal year leads many to fear that funds neces- 
sary for investment will be preempted by Government borrowing or that the 
money supply will grow so rapidly that the fires of inflation will be re- 
kindled, thus choking off the recovery. In his budget message, the Chancellor 
promised to take appropriate measures to ensure that industry's need for re- 
sources had first priority over competing claims. 


B. IMPLICATIONS FOR THE UNITED STATES 


Since exports and inventory accumulation will be the prime movers behind 
the gradual recovery of the U.K. economy, sales opportunities for U.S. sup- 
pliers are more likely in components, producer goods and cost-cutting equip- 
ment and processes. However, consumer goods, while not a likely short-term 
growth area, do offer attractive longer term prospects to competitive U.S. 
exporters. 


Petroleum and Offshore Equipment 


The Government's release of further drilling areas later in 1976 should 
bring renewed interest and investment in offshore drilling. There is increasing 
interest in new technology related to sub-surface activity which cuts costs of 
offshore oil extraction. In the closely related process control sector, in- 
vestment rates may ease because of overinvestment in Some areas. However, one 
leading end user, the petrochemical sector, is planning further substantial 
investment, while others will tend to invest more as the economy recovers. The 
Department of Commerce will sponsor a U.S. industry exhibit at the major oil 
exploration and production equipment show, "Offshore International", at Birmingham 
which is planned for December 1976. 


Packaging and Bottling Equipment 


Reduced demand for food and drink industry products 
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suggests that investment levels will remain low through 1976. Still, this 
large sector is basically buoyant and should recover strongly as the upturn 
gathers strength. U.S. Government promotion plans in the United Kingdom in- 
clude a London Trade Center Exhibition of packaging and bottling equipment 
planned for September 1976. 


Equipment for the Foundry Industry 


Newly allocated Government funds are beginning to attract additional 
private investment into a very rundown industry. U.S. technology and proces- 
ses are leaders in this area. While several foundries are state-owned, there 
are a number in the private sector which are likely to benefit from the greater 
availability of investment resources. 


Mining Equipment 


Government plans call for significant new investment by the Government- 
owned National Coal Board, Given past experience of sharply rising costs, cost- 
cutting equipment is being heavily emphasized. 


Chemicals 


U.S. suppliers of specialty chemicals should perceive enhanced sales op- 
portunities as the general economic recovery proceeds in pulling the economy 
out of the recession. 


Electronics 


Caution is the word for 1976 sales prospects in the electronic equip- 
ment sector, though the industry looks for an upturn in sales in the autum. 
However, some segments of the electronics market do offer good sales possi- 
bilities. The Post Office Corporation is going to be introducing its new 
£50-100 million electric exchange over the next 5 to 7 years, and it will 
start development in order to synchronize the U.K. communications system 
with new international standards. The U.K. market for radar, radio communi- 
cations equipment and radar aids will continue to be good. The industry is 
awaiting the International Civil Aviation Organization's decision on the 
technology for the proposed microwave landing system. 


Computers 


Sales of computer equipment continue to be brisk, with mini-computers 
and peripherals leading the way. U.K.-based U.S. subsidiaries and agents for 
U.S. manufacturers are at the forefront of the U.K. computer market. A re- 
cent Mini-computer and Peripherals Show at the U.S. Trade Center resulted 
in projected sales of $78 million over the next year for the U.S. participants. 


Automated Business Equipment 


Demand for automated business equipment will continue to be good in 
1976 because of the awareness by U,K. managers of the cost savings such 
equipment can bring. Imports of advanced machines, mainly from the U.S., 
will continue to rise in 1976. 





General Aviation 


After a fall in demand for light and business aircraft in the last 
half of 1975, demand is starting to pick up. Further rises in air taxi 
services and business and recreational flying are forecast. 


Agricultural Equipment 


Rising costs and a shrinking farm-labor force are forcing Britain's 
already highly-mechanized farmers to seek new labor-saving equipment, 
including automated systems for greenhouse growers. Sugarbeet and live- 
stock feed production is receiving special attention. With its tractor 
exports booming, Britain offers domestic and overseas sales opportunities 
for agricultural implements and accessories. 


Seafood 


With Britain's fishing industry caught between the Law of the Sea 
negotiations, the current dispute with Iceland, and the EEC's Common Fish- 
eries Policy, processors are seeking new sources and species. Strong in- 
terest is developing in U.S.-origin supplies, particularly cod substitutes 
and certain shellfish. 


Air/Water Treatment Equipment 


New industrial plant to result from the Government's emphasis on pro- 
ductive investment will have to conform with Britain's stringent anti- 
pollution laws which will make postponement of anti-pollution measures in- 
creasingly difficult. At the same time, agricultural pollution of water 
supplies is an emerging problem and a burden for suburban and New Town 
water and sewage systems. Expenditures on new catchments and distribution 
lines, plus renovation of Victorian-era systems in the major cities, will 
continue at a high level under a national authority for England and Wales. 
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